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AUDIT RISK
ALERTS

Casino Industry
Developments—1991
Update to AICPA Audit and Accounting Guide
Audits o f Casinos

AICPA

_________________________________________________________________
A m e ric a n In s titu te o f C e rtifie d P u b lic A c c o u n ta n ts

NOTICE TO READERS
This audit risk alert is intended to provide auditors of financial statements
of casinos with an overview of recent economic, industry, regulatory, and
professional developments that may affect the audits they perform. This
document has been prepared by the AICPA staff. It has not been approved,
disapproved, or otherwise acted upon by a senior technical committee of
the AICPA.
Gerard L. Yarnall
Director, Audit and Accounting Guides
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Casino Industry
Developm ents—1991
Industry and Economic Developments
The casino industry continued to feel the pressures created by a slow
economy throughout 1991. Early in the year, the prospect of war in the
Persian Gulf led to significant declines in travel and kept players away
from casinos. Later in the year, worries over the state of the economy
and unstable prices of gasoline and airfares combined to keep visitor
volume in both Nevada and Atlantic City from showing m uch growth,
further contributing to the decrease in casino trade. As is the case with
many non-necessity items, gambling tends to decline in an overall
weak economy.
The casino industry also continued to feel the consequences of the
overcapacity that resulted from the expansion of existing casinos and
the construction of several new casinos that opened over the last
several years. During the late 1980s, high expectations about the
growth of the casino industry and readily available capital led to a
casino-building boom . However, the sharp increase in demand
needed to provide the revenue to support the new facilities has not yet
materialized. As a result, many casinos are striving to develop new
products and marketing approaches to attract players.
As they plan their audits, auditors of casinos should carefully
consider how the casinos they audit have been affected by current
economic conditions as well as management's plans for dealing with
those effects.
Specifically, auditors should consider items such as—
•

The ability of casinos that have borrowed too heavily in the past to
meet current debt-service obligations.

•

M anagem ent plans to dispose of assets as a way of dealing with
overcapacity or to generate funds needed for operating purposes.

•

The ability of casinos to generate the player traffic necessary to
support the capacity generated by the industry.
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Regulatory and Legislative Developments
Bank Secrecy A ct
Auditors should be mindful that the Bank Secrecy Act, which
includes stringent reporting and recordkeeping requirements, applies
to casinos. Failure to comply with the provisions of the act may result
in the assessm ent of severe penalties on casinos. The act was instituted
to discourage the use of currency in illegal transactions and to identify
unusual or questionable transactions that could aid in criminal, tax,
and other regulatory investigations. Inasm uch as the government is
vigorously enforcing the act, casino operators need to closely review
their compliance with its reporting and recordkeeping requirements.

Audit and Accounting Issues
Going-Concern Issues
The flagging financial condition of many casinos, especially when
viewed in combination with generally sluggish econom ic conditions,
may give rise to going-concern issues that need to be considered by
auditors. Going-concern problems are discussed in detail in A udit R isk
A lert—1991.

Bankruptcy D eclarations
In recent years, some casinos have found it necessary to commence
bankruptcy proceedings. Casinos that have filed petitions with the
Bankruptcy Court and expect to reorganize as going concerns under
Chapter 11 of the Federal Bankruptcy Code should follow the reporting
guidance set forth in AICPA Statem ent of Position (SOP) 90-7, Financial
R eporting by Entities in Reorganization U nder the Bankruptcy Code. Casinos
that file petitions under Chapter 7 of the Federal Bankruptcy Code
should use a liquidation basis of accounting. Auditors reporting on
financial statements of entities in liquidation should refer to the audit
ing interpretation of Statement on Auditing Standards (SAS) No. 58,
Reports on A udited Financial Statem ents (AICPA, Professional Standards,
vol. 1, AU sec. 9508.33-.38, "Reporting on Financial Statements Pre
pared on a Liquidation Basis of Accounting").
Internal Control Structure
The internal control structure of casinos is generally a critical audit
consideration. The casino industry operates in a cash environment
characterized by a large num ber of transactions. Gaming operations
6

are subject to a greater-than-normal risk of loss as a result of employee
or customer dishonesty because (1) it is not practical to record all
individual table game transactions, (2) cash receipts or equivalents are
not recorded until they are removed from the drop boxes and counted,
and (3) the revenues produced are not from the sale of products or
services that are readily measurable. For that reason, auditors should
pay particular attention to the control environment of casinos and to
the design of their auditing procedures (especially tests of controls).
Particular emphasis may be placed on tests of observation of a casino's
operations.
The AICPA Audit Guide C onsideration o f the Internal Control Structure
in a Financial Statem ent A udit provides guidance on applying SAS No. 55
(which has the same name) in audits of financial statements performed
in accordance with generally accepted auditing standards.
Prom otional A llow ances
Most casinos offer promotional allowances to patrons to induce them
to visit and to gamble. Such allowances generally consist of com 
plimentary or discounted rooms, food and beverages, entertainment,
and parking. Allowances of this nature becom e more com m on as com 
petition in the casino industry increases.
Generally accepted accounting principles require that the cost of
promotional allowances be included in costs and expenses. The retail
value of promotional allowances may be disclosed either in the notes to
the financial statements or by including the amount in gross revenues
and offsetting the amount by a deduction on the face of the income
statement.
Som e casinos may be inclined to defer certain expenses related to
promotional allowances. There is currently no specific authoritative
literature to support deferring such costs to future periods. Unless
there is a direct economic benefit to be derived in the future, the cost of
promotional allowances should be charged to expense in the period in
which they are incurred.
D iscounting Casino Reinvestm ent D evelopm ent A uthority Bonds
(New Jersey)
The Casino Reinvestment Development Authority (CRDA) in New
Jersey requires casinos operating in Atlantic City to purchase CRDA
bonds, the proceeds of which are used to redevelop Atlantic City
proper. The interest rate on these bonds is below the prevailing rate of
interest. In accounting for such bonds, casinos should consider
Accounting Principles Board (APB) Opinion No. 21, Interest on R eceiva
bles and Payables . The rate used for valuation purposes should normally
7

be at least equal to the rate at which the casino can invest in similar
instruments from other sources at the date of the transaction. The
difference between the present value and the face amount should be
treated as a discount and amortized as interest expense over the life of
the bond in such a way as to result in a constant rate of interest when
applied to the amount outstanding at the beginning of any given
period. Auditors should consider whether rates used to discount
casinos' CRDA bond holdings are appropriate. Use of stated rates
rather than market rates could result in a misstatement of interest
expense, discount amount, and bond-carrying value.
Troubled-Debt Restructurings
Casinos that have borrowed too heavily in the past may face pressure
to restructure some or all of their debt. Financial Accounting Standards
Board (FASB) Statement No. 15, A ccounting by Debtors and Creditors fo r
Troubled Debt Restructurings, as am ended and interpreted, presents the
standards of financial accounting and reporting by debtors (and credi
tors) for a troubled-debt restructuring. Debt restructuring may take the
form of a transfer of assets (or equity interest) from a debtor to a creditor
in full settlem ent of a debt or modification of terms. W hen casinos
engage in either of these two types of restructurings, auditors should
consider whether casinos' financial statements properly reflect the
results of the restructuring and include appropriate disclosures.
R eceivables
In the casino industry, granting casino credit and collecting the
resulting receivables are high-risk areas. Internal control structure poli
cies and procedures in this area—including those dealing with the
approval of credit limits and the issuance of credit instrum ents—
should be of primary concern to casino operators and to auditors. The
credit risk associated w ith collection of receivables (including
"markers") is greater in years in which overall economic conditions are
unfavorable. In light of the sluggish state of the economy as a whole,
casino receivables may represent an area in which heightened audit
concern is warranted.
*

*

*

*

This A udit R isk A lert su p ersed es C asino Industry D evelopm ents—1990.
*
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*

*

*

Auditors should also be aware of the economic, regulatory, and
professional developments that may affect the audits they perform, as
described in A udit R isk A lert—1991 (No. 022087). A udit R isk A lert—1991
was printed in the November 1991 issue of the CPA Letter. Additional
copies can be obtained from the AICPA Order Department.
Copies of AICPA publications may be obtained by calling the AICPA
Order Departm ent at (800) 334-6961 (except New York) or (800)
248-0445 (New York only). Copies of FASB publications may be
obtained directly from the FASB by calling the FASB Order Department
at (203) 847-0700, ext. 10.
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